1. Mark your confusion.
2. Show evidence of a close reading.
3. Write a 1+ page reflection.

The National Debt, Explained
Source: TheWeek.com, January 13, 2018

The administration may undo the program shielding unauthorized immigrants who arrived as
children, The U.S. debt is $20.5 trillion and rising. Should Americans be worried? Here's
everything you need to know:

Why does the U.S. owe so much?

Apart from a four-year stretch during the economic boom of the late 1990s, the federal
government has run a budget deficit every year since 1970. In 2017, the shortfall was $666
billion. The national debt is now slightly larger than the size of the entire U.S. economy, equal to
106 percent of the country's gross domestic product. Overall, the Congressional Budget Office
(CBO) expects the national debt to surpass $30 trillion by 2028, as Medicare and Social Security
costs soar to cover aging baby boomers. Outgoing Federal Reserve Chair Janet Yellen has
warned that the country's growing debt load could eventually become unsustainable. "It's the
type of thing that should keep people awake at night," she told Congress in November.

Why is it a problem?

Like any credit card user, the government must pay interest on its debt. For much of the past
decade that hasn't been a major problem, because of historically low interest rates. Net interest
payments on the debt represented 6.8 percent of the federal budget in 2017, or $276.2 billion,
compared with more than 15 percent in the mid-1990s. But with the Fed unwinding its post-
recession stimulus campaign, interest rates are expected to rise steadily in the coming years. As a
result, the CBO estimates, the cost of servicing the national debt is expected to nearly triple by
2027 — leaving the government paying more on interest payments than on national defense.

Is everyone worried?

No. Economists point out that debt can be used to fund important investments, such as
stimulating the economy during a recession or fighting unavoidable wars. The nation's debt is
also wildly different from a household's budget, because the government can print its own money
and has a theoretically infinite life span to pay off its obligations. Some theorists even argue that
deficits and the debt are mostly irrelevant. One emerging school of thought, known as Modern
Monetary Theory, argues that inflation is the only obstacle standing in the way of the
government creating and spending as much money as it wants. "The national debt is not a
national crisis," says economist Stephanie Kelton, a former adviser to Sen. Bernie Sanders. "The
fact that 21 percent of all children in the United States live in poverty — that's a crisis."

Who owns the debt?

About three-quarters is held by investors in the form of Treasury securities sold by the
government to raise money. The rest is intragovernmental debt that comes from Washington
borrowing against government trust funds, such as Social Security and Medicare. Americans
own most of the public debt, which means they benefit from the interest paid on it. That includes
corporations, state and local governments, and individual investors, many of whom hold
Treasury bonds in their retirement funds. Foreign investors own about 30 percent of the nation's
total debt, or about $6.3 trillion. America's biggest foreign creditor is China, which holds about 5



percent of the total debt, followed closely by Japan. This could become a problem if the U.S.
ever damaged its credit rating, but for now American debt is still considered one of the world's
safest assets.

Has the U.S. always been in debt?

President Andrew Jackson briefly paid off the national debt in 1835, partly with proceeds from
lands seized from Native American tribes. Otherwise, the U.S. has been in hock for nearly every
year of its existence, beginning with the bill for the Revolutionary War. The debt peaked after
World War II, ballooning to 119 percent the size of the GDP in 1946, but it swiftly shrank during
the postwar economic boom. The debt load bottomed out at about 24 percent of GDP in 1974,
and has been rising ever since. But it was after the Great Recession in 2007 that the debt really
began to explode. Tax revenues cratered while the government spent heavily trying to stave off
economic collapse, including George W. Bush's $700 billion bank bailout, known as TARP, and
Barack Obama's $787 billion economic stimulus package.

What can be done to pay it off?

Theoretically, paying down the debt is simply a matter of spending less and collecting more in
taxes. But voters don't like spending cuts or tax increases, so politicians who want to be re-
elected avoid them. Depending on whether they're in power or out, both Democrats and
Republicans are conveniently inconsistent in their views on the debt. During the 2008
presidential campaign, Obama chided Bush for "unpatriotic" deficit spending on the Iraq War
and tax cuts, which helped increase the total debt by 101 percent during the Bush years. But
Obama increased the debt by 68 percent during his own presidency, arguing that deficit spending
was necessary to rescue the economy. Likewise, Republicans who warned that Obama was
spending away the country's future have now embraced deficits, arguing that their $1.5 trillion
tax plan will pay for itself by generating economic growth — a contention that most economists
say is unrealistic. Rep. Mark Walker (R-N.C.) says his party sees the dangers of debt as "a great
talking point when you have an administration that's Democrat-led. It's a little different now that
Republicans have both houses and the administration."

Other countries' debt

In sheer dollars, the U.S. is the most indebted country in the world, followed by Japan ($11
trillion) and China ($5 trillion). But in relation to the size of its economy, Japan's debt is the
biggest in the world by far. Japan's debt is more than 240 percent the size of its economy, with
Greece carrying the world's second-largest debt load at 180 percent. By that same measure, the
U.S. sits at 12th in the world. Japan's debt-to-GDP ratio is so large because its economic growth
has largely stagnated over the past 20 years, beginning with the bursting of a real estate and stock
market bubble in 1991. Japan has run deficits since then in hopes of stimulating the economy
back into growth. But its economy remains stagnant. Japan spends nearly half its tax revenue on
servicing its debt, but so far, the Bank of Japan and Japanese investors have happily continued to
buy government bonds. In fact, Japanese traders call betting against these bonds "the widow
maker."

Possible Response Questions:
* Pick a passage from the article and respond to it.
* Discuss a “move” made by the writer in this piece that you think is good/interesting.
Explain.



